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Program Effectiveness:

With the cost of postsecondary education rising sharply during recent
years, guaranteed student loans have become an increasingly important
financial resource for students from families with Incomes below $30,000
(See Tables 2 and 3).

The overall participation rate for undergraduates 1s estimated to be 28
percent. For first-time, full-tine freshmen, however, the average parti-
cipation rate in the Fall of 1982 was 22.4 percent and ranged from 4.4
to 46.3 percent depending on family Income and cost of attendance.

The actual and/or anticipated Impact of the needs test on borrowers from
the $30,000+ Income category can be seen by comparing Tables 2 and 3.
For the $30-39,999 category, participation rates decreased between FY 1980
and FY 1982 from 24.8 percent to 23,5 percent and, in the $40,000+ category,
from 20.0 percent to 11.8 percent. Decreases were even sharper among
higher-Income borrowers in the lowest-cost schools than in the highest-
cost schools. Average 1 oan amounts also decreased for the $30,000+
group. Furthermore, for this Income group, loans comprised a smaller
percentage of total costs in FY 1982 than in FY 1980. For the $30-39,999
Income group, average loan amount as a percentage of average total cost
declined from 42.9 percent in FY 1980 to 35.1 percent 1n FY 1982. This
comparison, based on CIRP data, does not, however, distinguish between
a one-time reduction due to the actual effect of new eligibility rules
for borrowers and failure to apply for loans due to misunderstanding of
new eligibility rules.

One of the major goals of the program has been to reduce the Federal
interest subsidy costs of the Guaranteed Student Loan Program while assur-
ing that students with financial need have adequate funding to attend
college. It should be noted that during recent years several other
factors affected loan volume and, therefore, subsidy costs. College
costs rose at a higher rate than incomes; Social Security Benefits for
freshman students were phased out, and the Pell Grant Program needs test
was tightened. Also greater emphasis was placed on self help, (work and
loans) as a means of financing educational costs. Due to a combination
of higher educational costs, increased loan volume, and high Interest
rates, Interest subsidy costs to the Federal Government rose from FY
1980 to FY 1982 by 107 percent while the number of borrowers Increased
by 21 percent and the average loan by less than ten percent. With the
addition of the needs analysis test for borrowers with family incomes of
$30,000, a total of only about $2.5 billion was required to cover total
program costs 1n FY 1983 compared with $2.9 billion in FY 1982, suggesting
that the administration's goal of reducing costs has been successful.
However, Interest rates were decreasing rapidly during FY 1983, a factor
which explains much of the reduction in costs. the date of original loan through completion of repayment
